



FINDINGS AND DISCUSSION  
 
4.1 The Geographic Condition of Sumatera Island  
Sumatra Island is an area or territory in the west part of Indonesia. The 
island of Sumatra lies between 6 "north latitude - 6" south latitude and 95 "- 106" 
east longitude. The population of the island in 2016 is 52.210.926 people with the 
area of 443,065.8 km². Sumatra Island is very close to some neighboring countries 
such as Malaysia and Singapore. Sumatra Island is also close to the Java island 
which is the center of economic and administrative of Indonesia. So, Sumatra 
Island becomes one of very geographically strategic island. Sumatra Island 
boundaries are: 
 North : Bengala Bay 
 South : Sunda Strait 
 West : Hindia Strait 
 East : Malaka Strait 
Sumatra Island also has a diverse tribes, ranging from the tribe of Aceh, 
Batak, Melayu, Basemah, Lampung, Minagkabau, Ongan, Rejang and Komering 
etc. Sumatra Island consists of 10 Provinces and 34 Cities, and 120 Districts as 
described as follows: 
Table.4.1 
Number Of City And Regency In Sumatera Island 
Province City Regency 
 Aceh 5 18 
Sumatera Utara 8 25 
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 Sumatera Barat 7 12 
Riau 2 10 
Jambi 2 9 
Sumatera Selatan 4 13 
Bengkulu 1 9 
 Lampung 2 13 
Kep. Bangka Belitung 1 6 
 Kepulauan Riau 2 5 
Jumlah 34 120 
Source: Central Bureau Statistics of Indonesia 
 
4.2 Domestic Investment (PMDN) Condition in Sumatera Island 
The presence of investment in an area is expected to encourage the 
economy massively and increase productivity of the area. But, to attract an 
investment in a region is not an easy thing. The local government must be able to 
maintain economic stability, and provide convenience for investors to invest their 
capital so that investors can also meet their obligations as an investor. 
If looking at the condition of domestic investment (PMDN) Sumatra 
Island in the period 2013 to 2015 as described on Figure 4.1, it always increases 
every year. In 2013, domestic investment (PMDN) in Sumatera Island was 
amounted at 22,913.80 (Billion Rupiah), an increased in the year 2014 to 
29,561.20 (Billion Rupiah). And at the end of 2015, the value of domestic 
investment realization (PMDN) in Sumatra Island amounted to 37,751.70 (billion 
rupiah). So, domestic investment (PMDN) on this island is always in a good trend. 
If looking at the amount of domestic investment (PMDN) on Sumatra 
Island by Province, in 2013, North Sumatra Province is the largest province in 
contributing domestic investment (PMDN) in Sumatra Island by 5,068.90 (billion 
Rupiah), followed by Riau Province at 4,874.30 (Billion Rupiah). The smallest 
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province in contributing the value of domestic investment (PMDN) in Sumatra 
Island is the province of Bengkulu with 109.60 (billion rupiah). 
In 2014, there is a change in the contribution of domestic investment 
(PMDN) in Sumatra Island. This year, Riau Province became the biggest 
contributor of domestic investment (PMDN) in Sumatra Island with 7,707.60 
(Billion Rupiah), followed by South Sumatera and Aceh Provinces, each 
contributed 7,707.60 and 5,110.30 (Billion Rupiah) consecutively. Bengkulu 
Province was noted as the smallest contributor with a value of 7.80 (Billion 
Rupiah). 
In 2015, there is also a change in the contribution of domestic investment 
(PMDN) in Sumatra Island. This year, the South Sumatra became the largest 
contributor of domestic investment in Sumatra Island with 10,944.09 (billion 
rupiah), this number was much greater than Riau which was the largest 
contributor in the previous year. It is interesting to see that Bengkulu province 
contributed smallest domestic investment (PMDN) value in Sumatera Island but it 
had generated domestic investment (PMDN) amounted to 553.92 (billion rupiah) 
from 7.80 (Billion Rupiah) the in previous year. 
The major change in domestic investment (PMDN) in Sumatra Island is 
caused by the extensive infrastructure development in Sumatera Island conducted 
by the Central Government such as Sumatera Toll and several new airports in 
Sumatra Island. The good climate is what makes Domestic investment (PMDN) 







Source: Central Bureau Statistics of Indonesia 
 In the amount of realization of investment value in Sumatra Island from 
2006 to 2015, Riau, South Sumatera and North Sumatra provinces are 3 provinces 
with investment value from other provinces (Table 4.2). 
Table 4.2 
Highest Domestic Investment in Sumatera Island 
Provinsi  Riau Sumatera Selatan Sumatera Utara 
2006 2.500,90 697,40 594,20 
2007 3.095,30 811,50 1.521,30 
2008 1.966,80 378,50 382,70 
2009 3.386,00 580,30 2.060,70 
2010 1.037,10 1.738,40 662,70 
2011 7.462,60 1.068,90 1.673,00 
2012 5.450,40 2.930,60 2.550,30 
2013 4.874,30 3.396,00 5.068,90 
2014 7.707,60 7.042,80 4.223,90 
2015 9.943,04 10.944,09 4.287,42 















 These three provinces have their own uniqueness from other provinces, 
such as one of the provinces that has petroleum in Indonesia, while North Sumatra 
is a province that is famous for its diversity of tribes, so many of the Aceh people, 
the fields that spend their vacation time in this province, while Sumatra South is 
the majority of the population is a population of Malay who is famous for his 
hospitality, culinary and custom viscosity. 
 If viewed from the location, it is only natural that these three provinces 
will be the largest, considering that North Sumatra and Riau are the gates of 
Indonesia with neighbouring countries such as Malaysia and Singapore. While 
South Sumatra is a big city that exists d island of Sumatra adjacent to Java Island 
which is centre of economy in Indonesia. 
 If you look at the infrastructure of these three provinces is a large province 
on the island of Sumatra, so it can be said development economic (GDRP) and 
infrastructure is more advanced in comparison with other provinces. So much  
attract investors to this province. It is estimated that investment in this island will 
continue to grow due to the construction of tolls that will connect along the island 
of Sumatra from Aceh to Lampung. 
 
4.3 Foreign Investment (PMA) Condition in Sumatera Island 
In previous chapter discusses the condition of domestic investment 
(PMDN) in Sumatera Island. At this part, we will see the condition of foreign 
investment (PMA). In general, there is no difference between foreign investment 
(PMA) and domestic investment (PMDN). Only, if the domestic investment 
(PMDN) investor comes from the domestic private sector, while, the foreign 
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investment (PMA), the investor comes from abroad. In essence PMDN and PMA 
both have the same influence and purpose. 
If we look at Figure 4.2, the condition of foreign investment (PMA) in 
Sumatra Island is relatively fluctuating. In 2014, foreign investment (FDI) 
increased from 2013, but it decreased in 2015 which only reached 3,732.76 
(million US$) 
Based on Figure 4.2, Riau province was the province with the most foreign 
investment (PMA) in Sumatera Island with 1,304.90 and 1,369.50 (million US$). 
While Bengkulu Province was the smallest contributor in 2013 - 2014 at 22.30 
and 19.30 (Million US$) 
Figure 4.2 
 
Source: Central Bureau Statistics of Indonesia 
In 2015, there was little change in Riau province. This province is no 
longer score the highest foreign investment (PMA) value in Sumatera Island, but 
it was North Sumatra Province with 1,246.10 (Million US$). While, the province 















4.4 Gross Domestic Regional Product (GDRP) Condition in Sumatera Island 
One of important indicator to know the economic condition in a region in 
a certain period is to see the value of gross domestic regional product (GRDP), 
both on the basis of current prices and on the basis of constant prices. GRDP is 
basically the amount of added value generated by all business units within a 
certain region, or is the sum of the value of final goods and services produced by 
all economic units in a given period. 
Figure 4.3 
 
Source: Central Bureau Statistics of Indonesia 
From Figure 4.3, it can be seen the gross regional domestic product 
(GRDP) in Sumatra Island during 2013 to 2015. From 2013, the amount of gross 
regional domestic product (GRDP) in Sumatra Island was amounted to 1,810,956 
(billion rupiah) and increased in year the next to 1,894,168 (Billion Rupiah). By 
the end of 2015, the gross domestic regional product (GRDP) in Sumatera Island 

















Furthermore, from Figure 4.3, it is shown the gross domestic regional 
product (GRDP) of Sumatra Island by Province. In 2013, Riau Province becomes 
the largest province in the regional gross domestic product (GDRP) of Sumatra 
Island with 436,188 (Billion Rupiah), followed by North Sumatera and South 
Sumatra provinces with 398,727 and 436,188 (Billion Rupiah) respectively. While 
the smallest value was Bengkulu province amounted to 34,326 (billion rupiah). 
In 2014, the biggest contributor of gross regional domestic regional 
product (GDRP) of Sumatra Island was Riau Province with 447,987 (Billion 
Rupiah), followed by North Sumatera and South Sumatera with 419,573 (Billions 
Rupiah) and 243,298 (Billions of Rupiah) respectively. The smallest contributor 
was Bengkulu with 36.207 (Billion Rupiah). 
In 2015, there was no significant change in the contributor of gross 
regional domestic regional product (GDRP) of Sumatra Island. Riau Province was 
still the largest contributor with 448,992 (Billion Rupiah), Bengkulu Province 
again was still the smallest contributor with 38,066 (Billion Rupiah). From Figure 
4.3, there was no significant change in the gross regional domestic product 
(GRDP) of Sumatra Island. Everything relatively increases and is stable. 
If you look at the largest Gross Domestic Regional Gross (GDRP) value in 
Sumatera Island, Riau Province, North Sumatera, South Sumatera Province will 
be the largest of the other provinces. Table 4.3. Seeing that oil palm plantations 
and factories are still the dominant source on the Sumatera Island, followed by 













2006 83.371 93.347 52.215 
2007 86.213 99.792 55.262 
2008 91.085 106.172 58.065 
2009 93.786 111.559 60.453 
2010 97.736 118.719 63.859 
2011 102.666 126.588 68.008 
2012 425.626 375.924 220.459 
2013 436.188 398.727 232.175 
2014 447.987 419.573 243.298 
2015 448.992 440.956 254.045 
Total 2.313.650 2.291.358 1.307.840 
Source: Central Bureau Statistics of Indonesia 
4.5 Labor Condition in Sumatera Island  
 Labor is one of the elements that the government should pay attention to. 
With a lot of manpower in an area is also a mean to increase productivity in the 
area. Therefore, the local government must be able and ready to optimize the 
resources of the workforce in order to produce maximum productivity 
 In general, the labor force can be seen from people aged 15 and above who 
are working, or who are looking for work. Figure 4.4 shows that the labor force in 
Sumatera Island within the period of 2013 - 2015 always increases. In 2013, the 
number of workers in Sumatra Island was 37,259,319 people, and increased to 
37,973,504 people in 2014, and by 2015 the number of Labourer’s in Sumatera 
Island reached 38,705,894 people. 
 The conditions of labor in the Province of Sumatra Island in 2013 - 2015 
showed no significant change. In that time span, North Sumatera Province was the 
largest contributor of labor on the island of Sumatra with 9.498.974 people. This 
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is considered that the capital of North Sumatra Province is the 3rd largest city in 
Indonesia. So, the reasonable number of workers in this province far outperformed 
other provinces in Sumatra Island. 
 The smallest province that contributes to the number of labor force in 
Sumatra Island in the period 2013 - 2015 was Bangka Belitung. By the end of 
2015, the province was only able to contribute 998,120 people. This amount is 
very far from North Sumatra Province which reaches 9 million people. 
Figure 4.4 
 Source: Central Bureau Statistics of Indonesia 
 To see the labor conditions there are many factors that we will see, ranging 
from human index development, education level, wages, walfare and other. If look 
at the value of the human development index on the Sumatera Island from 2010 to 
2015. we can see that, the achievement of the value is quite good and almost all 
provinces can exceed value of human development index at the national level. 





















Human Development Index (HDI) 
2010 2011 2012 2013 2014 2015 
ACEH 67.09 67.45 67.81 68.30 68.81 69.45 
SUMATERA UTARA 67.09 67.34 67.74 68.36 68.87 69.51 
SUMATERA BARAT 67.25 67.81 68.36 68.91 69.36 69.98 
RIAU 68.65 68.90 69.15 69.91 70.33 70.84 
JAMBI 65.39 66.14 66.94 67.76 68.24 68.89 
SUMATERA SELATAN 64.44 65.12 65.79 66.16 66.75 67.46 
BENGKULU 65.35 65.96 66.61 67.50 68.06 68.59 
LAMPUNG 63.71 64.20 64.87 65.73 66.42 66.95 
KEP. B BELITUNG 66.02 66.59 67.21 67.92 68.27 69.05 
KEP. RIAU 71.13 71.61 72.36 73.02 73.40 73.75 
INDONESIA 66.53 67.09 67.70 68.31 68.90 69.55 
Source: Central Bureau Statistics of Indonesia 
 
Table 4.5  
Source: Central Bureau Statistics of Indonesia 
 If you look at the value of the human development index Riau Islands 
province is the province that has the highest value with a value of 73.75%. And in 
Table 4.5 we will see how the level of education in the Riau Islands province with 
Education Level of Labor 
Education Level 2015 
Kep. Riau 
Never Schooled 15.003 1.68 % 
Not finished primary school 63.041 7.08 % 
Primary school 120.804 13.54 % 
Junior High School 146.081 16.38 % 
Senior High School 285.606 32.10 % 
Vocational High School 127.866 14.33 % 
Associate’s Degree 33.768 3.79 % 
University 99.819 11.20 % 
Amount 891.988 100% 
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high school graduates occupies a value of 32.10%. and diploma is the lowest at 




Regional Minimum Wage 
 
2013 2014 2015 
ACEH 1.550.000 1.750.000 1.900.000 
SUMATERA UTARA 1.375.000 1.505.850 1.625.000 
SUMATERA BARAT 1.350.000 1.490.000 1.615.000 
RIAU 1.400.000 1.700.000 1.878.000 
JAMBI 1.300.000 1.502.300 1.710.000 
SUMATERA SELATAN 1.630.000 1.825.000 1.974.346 
BENGKULU 1.200.000 1.350.000 1.500.000 
LAMPUNG 1.150.000 1.399.037 1.581.000 
KEP. BANGKA BELITUNG 1.265.000 1.640.000 2.100.000 
INDONESIA 1.296.908 1.584.391 1.790.342 
Source: Central Bureau Statistics of Indonesia 
 
 The last condition to be seen is the minimum wage of the labor itself. if we 
look at the minimum wage on Sumatra island from 2013 - 2015 we can see that in 
2013 and 2014 the province of south Sumatera became the province with the 
highest wage, while in 2015 the province of Bangka Belitung became the highest 
with the value of 2.100.000 rupiah. 
 If it is seen generally the minimum wage of the province on the island of 
Sumatra is still within reach because its value is not much different from the 






4.6 Inflation Condition in Sumatera Island 
Most people argue that inflation is a classic problem in economy. Most 
also argue that inflation is a terrible scourge that is always avoided by everyone. 
In general, inflation can be defined as an increase in the price of public goods or a 
declining value of a country's currency continuously. 
In Figure 4.5, it can be seen that inflation growth in Sumatra Island from 
2013 - 2015 is relatively unstable. In 2013, the average inflation rate in Sumatra 
Island reached 8.74%. In 2014, the average inflation rate on the island of Sumatra 
rose to 8.92%, but inversely, in 2015, declined to 2.80 which was far below the 
year-earlier years, almost reaching 10%. 
Figure 4.5 
 Source: Central Bureau Statistics of Indonesia 
 
In the year 2013, the highest inflation occurred in West Sumatera and 














tendencies tended to be high in 2013, inflation in other provinces did not reach 
10%. 
In the year 2014, the inflation rate in West Sumatera Province reached 
11.58%, making this province as the highest inflation in Sumatera Island followed 
by Bengkulu Province at 10.85. Similarly, the average value of inflation in 2014 
increased from the previous year, while other provinces still tended to be lower 
than 10%. 
In 2015, the inflation rate in Sumatera Island decreased significantly. The 
average inflation rate on the island was only 2.8%. Looking at Table 4.6, there 
was a change experienced by West Sumatera Province. If in the previous year this 
province had the largest inflation, this year it became the province the smallest 
inflation by 1.08%. The provinces with the highest inflation in 2015 were Riau 
and Lampung with 4.40% and 4.34% respectively. 
 
4.7 Panel Data Regression Result 
4.7.1 Common Effect Model (CEM)  
 The common effect method (CEM) is the simplest method. In this method 
the data is merged only regardless of the individual dimension as well as the time 
dimension. The result of Common Effect Model (CEM) method is as follows 
 From table 4.2 shows the result of using the common effect method. From 
these results, it can be concluded that foreign investment (PMA), Labor and 
inflation have significant value, while the Gross Domestic Regional Product 




     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -10.88314 3.241405 -3.357539 0.0012 
LOGPMA 0.297401 0.119826 2.481934 0.0151 
LOGPDRB 0.352448 0.240443 1.465828 0.1465 
LOGTK 0.848094 0.264780 3.203013 0.0019 
INF -0.096676 0.045462 -2.126505 0.0365 
     
     R-squared 0.468975    Mean dependent var 6.433177 
Adjusted R-squared 0.443072    S.D. dependent var 1.873848 
S.E. of 
regression 1.398408    Akaike info criterion 3.564300 
Sum squared resid 160.3548    Schwarz criterion 3.706019 
Log likelihood -150.0471    Hannan-Quinn criter. 3.621366 
F-statistic 18.10462    Durbin-Watson stat 1.851079 
Prob(F-statistic) 0.000000    
     
     
4.7.2 Fixed Effect Model (FEM) 
The next method in panel data regression is the Fixed Effect Model 
(FEM). This method is a method that estimates panel data using dummy variables 
to capture the difference of intercept. This method assumes that the regression 
coefficient (slope) remains between individuals and between times. (Widarjono, 
2016). The result of Fixed Effect Model (FEM) method is shown in table 4.3. 
Table 4.8 
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -17.21762 37.48867 -0.459275 0.6474 
LOGPMA 0.257722 0.147060 1.752491 0.0839 
LOGPDRB 0.520389 0.313074 1.662194 0.1008 
LOGTK 1.160265 2.655378 0.436949 0.6634 
INF -0.099156 0.042288 -2.344756 0.0218 
     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.614160    Mean dependent var 6.433177 
Adjusted R-squared 0.545449    S.D. dependent var 1.873848 
S.E. of regression 1.263356    Akaike info criterion 3.451811 
Sum squared resid 116.5131    Schwarz criterion 3.848624 
Log likelihood -136.1538    Hannan-Quinn criter. 3.611596 
F-statistic 8.938274    Durbin-Watson stat 2.619515 
Prob(F-statistic) 0.000000    
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Table 4.3 shows the results of fixed effect method. From the results, it is 
only inflation variables that has significant probability values, while foreign 
investment (PMA), Gross Domestic Regional Product (GRDP) and labor have a 
non-significant probability score with R-squared at 0.61 (61%). 
4.7.3 Random Effect Model (REM) 
The Random Effect Method is a method that will estimate panel data in 
which interference variables may be interconnected between time and between 
individuals (Widarjono, 2016). The technique used in the Random Effect Method 




     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -12.11796 6.257047 -1.936690 0.0562 
LOGPMA 0.268890 0.134642 1.997076 0.0491 
LOGPDRB 0.499245 0.243100 2.053662 0.0432 
LOGTK 0.828284 0.464395 1.783577 0.0782 
INF -0.098910 0.041906 -2.360260 0.0206 
     
      Effects Specification   
   S.D.   Rho   
     
     Cross-section random 0.842451 0.3078 
Idiosyncratic random 1.263356 0.6922 
     
      Weighted Statistics   
     
     R-squared 0.373338    Mean dependent var 2.866011 
Adjusted R-squared 0.342769    S.D. dependent var 1.475363 
S.E. of regression 1.237103    Sum squared resid 125.4947 
F-statistic 12.21300    Durbin-Watson stat 2.421114 
Prob(F-statistic) 0.000000    
     
      Unweighted Statistics   
     




From table 4.4 shows the results of random effect method. From these 
results, it is revealed that foreign investment (PMA), Gross Domestic Regional 
Product (GDRP) and Inflation have significant probability value while the labor 
variable has a non-significant probability with R-squared at 0.37 (37%) 
 
4.8 Determination of Regression Model 
4.8.1 Chow Test  
 Chow test is performed to choose which model is better between common 
effect and fixed effect as result of regression is used in research. Performing the 
Chow data test is re-aggraded by using the common effect and fixed effect model 
first which will produce the hypothesis as follows: 
 H0: Common Effect 
 H1: Fixed Effect 
The guidelines used in Chow test decision making are as follows: 
1. If the value of F statistics is > 0.05, it means that H0 is accepted, then the 
model to be used is the common effect model. 
2. If the value of F statistics is < 0.05, it means that H1 is accepted, then the 
model to be used is the fixed effect model. 
Table 4.10 
 
     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 3.052061 (9,73) 0.0037 
Cross-section Chi-square 27.786523 9 0.0010 




 Based on the chow test results in Table 4.5, the probability score is 0.00, 
which means that the probability F statistic is < 0.05 so that H0 is rejected or the 
Fixed Effect Model (FEM) is better than the Common Effect Model (CEM). 
4.8.2 Hausman Test 
Hausman test is performed to choose which model is better between fixed 
effect or random effect as the result of regression is used in research. The result of 
the Hausman test will produce the hypothesis as follows: 
 H0: Random Effect 
 H1: Fixed Effect 
The guidelines to be used in Hausman test decision making are as follows: 
3. If the value of F statistics is > 0.05, it means that H0 is accepted, then the 
model to be used is the Random effect model. 
4. If the value of F statistics is < 0.05, it means that H1 is accepted, then the 




     
     
Test Summary 
Chi-Sq. 
Statistic Chi-Sq. d.f. Prob.  
     
     Cross-section random 0.716012 4 0.9493 
     
     
     
 
From the test presented in table 4.6, the probability value on the cross 
section random effect test is 0.949, which means > from 0.05% so the best model 
is to use the Random Effect Model (REM). 
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Based on Chow test and Hausman test then it can be determined that 
Random Effect Model (REM) method that will be used in this research. 
 
4.9 Analysis determination of coefficient (R2) 
This analysis is conducted to know the amount of contribution of 
independent variable namely foreign investment (PMA), gross domestic regional 
product (GDRP), Labor and Inflation to dependent variable that is domestic 
investment (PMDN). The greater the R2 is, the stronger influence of independent 
variable to the dependent variable. 
Based on the results of this study R - squared from panel data regression 
using the Random Effect Model (REM) of 0.37 (37%). It can be interpreted that 
the proportion of contribution from foreign investment (PMA), gross regional 
domestic product (GDP), Labor and Inflation to domestic investment variable 
(PMDN) is 37%, and the variable rest is not explained in this research. 
 
4.10 Partial Hypothesis Test 
Partial hypothesis testing is used to know that there is influence or not 
from foreign investment variable (PMA), gross domestic regional product 
(GRDP), labor and inflation to domestic investment variable (PMDN). Test 
criteria states that if the coefficient has a positive value, T-count ≥ T table or 
probability < level significance (α), then there is a positive and significant 




4.10.1 Partial Hypothesis Test between the Variable of Foreign Investment 
(PMA) on Variable of Domestic Investment (PMDN) 
The first partial hypothesis testing (T-Test) of the Random Effect Model 
(REM) is a Foreign Investment variable (PMA). From the test, the regression 
coefficient is 0.268 and the value of T-count is 1.997, with probability at 0.04. 
The results of this test show a coefficient that has a positive value, with 
probability <level significance (α = 5%). Foreign investment variable (PMA) has 
a positive and significant influence on PMDN variable 
4.10.2 Partial Hypothesis Test between the Variable of Gross Domestic 
Regional Product (GDRP) on Variable of Domestic Investment (PMDN) 
The second partial hypothesis testing (T-Test) is GDRP variable. From the 
test results, the regression coefficient is at 0.499 and T-count value is 2.053, with 
probability at 0.04. The results of this test show that the coefficient has a positive 
value, with probability <level significance (α = 5%). So, PDRB variable has a 
positive and significant influence on the PMDN variable. 
4.10.3 Partial Hypothesis Test between the Variable of Labor on Variable of 
Domestic Investment (PMDN) 
The next Partial hypothesis testing (T-Test) is Labor variable. From the 
test, the result of regression coefficient is 0.828 and the T-count is 1.783, with 
probability at 0.04. The results of this test show coefficients that have a positive 
value, with probability> level significance (α = 5%). So, the variable Labor has a 
positive and significant influence on domestic investment (PMDN) 
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4.10.4 Partial Hypothesis Test between the Variable Inflation on Variable of 
Domestic Investment (PMDN) 
The partial hypothesis (T-Test) test of inflation variable shows that the 
regression coefficient is -0.09 and T-count value is -2.360 with probability equal 
at 0,02. The results show that the coefficient have negative value, with probability 
> level significance (α = 5%). This means that there is a negative and insignificant 
influence of inflation on domestic investment variables (PMDN). 
4.10.5 Partial Hypothesis Test between Constanta on Variable of Domestic 
Investment (PMDN) 
Partial hypothesis testing of the variable of constant shows that regression 
coefficients is -12.111 and the T-count value is -1.936 with probability at 0.05. 
The results of this test show that the coefficient has negative value and probability 
> level significance (α = 5%). This means there is a partially significant and 
negative influence of the constant variable on domestic investment (PMDN) 
 
4.11 Simultaneous Hypothesis Test (F-Test) 
Simultaneous hypothesis testing is used to know whether there is influence 
of Foreign Investment (PMA) variable, gross domestic regional product (GDRP), 
Labor and Inflation to domestic investment variable (PMDN) or not. The test 
criteria states that if the value of F-count is ≥ F-table or probability is <level of 
significance (α) then there is a simultaneous significant influence of foreign 
investment (PMA), gross domestic regional product (GDRP), Labor and Inflation 
variable to domestic investment variables PMDN). Hypothesis testing 
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simultaneously results show that Fcount is 12,213 with probability at 0.000. The test 
results show that the probability is <level of significance (α = 5%). This means 
that there is a simultaneously significant influence of foreign investment variables 
(PMA), gross domestic regional product (GRDP), labor and inflation variable on 
domestic investment (PMDN.). 
 
4.12 Empirical Model of Panel Data Random Fixed Effect (REM) 
Regression equation from result of estimation of data panel Random 
Fixed Effect (REM) is: 
Y = C + β1LogX1 + β2LogX2 + β3LogX3 + β4LogX4+ ε  
Y = -12.11796. + 0.268L ogX1 + 0.499Log X2 + 0.828LogX3 - 0.098Log X4 + ε 
This equation shows the following matters: 
1. The constant is 12.117 indicating that if the variables of foreign 
investment (PMA), gross domestic regional product (GDRP), labor, and 
inflation are ceteris paribus (does not change) then the magnitude of 
change of the variable of domestic investment (PMDN) as much as 
12.117. 
2. The coefficient of foreign investment (PMA) is 0.49, indicating that 
foreign investment variable (PMA) has a positive influence on domestic 
investment variable (PMDN). This means that an increase of foreign 
investment (PMA) of 1 percent will increase domestic investment 
(PMDN) by 0.49 percent significantly. 
3. The coefficient of domestic gross domestic regional product (GRDP) is 
0.49, indicating that domestic gross domestic regional product (GDRP) 
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has a positive effect on domestic investment variable (PMDN). This 
means that a 1 percent increase in GRDP will significantly increase 
domestic investment (PMDN) by 0.49 percent 
4. The coefficient of labor is 0.82, indicating that the variable of labor has a 
positive influence on domestic investment variable (PMDN). This means 
that an increase of Labor by 1 percent will increase domestic investment 
(PMDN) of 0.82 percent is not significant. 
5. The coefficient of Inflation is -0.09, indicating that the Inflation variable 
has a positive influence on domestic investment variables (PMDN). This 
means an increase of 1 percent inflation will increase domestic investment 
(PMDN) by - 0.09 percent significantly. 
 
4.13 Economic Analysis 
4.13.1 The Effect of Foreign Investment (PMA) on Domestic Investment 
(PMDN) 
Based on the result of regression on panel random effect model (REM) 
results, it can be seen that the influence of foreign investment (PMA) on domestic 
investment (PMDN) in Sumatera Island shows a significant positive influence. 
This means that foreign investment (PMA) in 2006 - 2015 directly influence the 
increase of domestic investment (PMDN) in Sumatra Island. Increasing the 
amount of foreign investment (PMA) will increase the value of domestic 
investment (PMDN) in Sumatera Island 
The results of this research are similar to previous researches. According 
to İsmet Göçer, et al (2014), foreign investment (PMA) has a positive influence on 
53 
 
domestic investment (PMDN) in developing Asian and Latin American countries, 
For example, it is a fact that Asian countries, including China, have been providing tax 
advantages, easing administrative procedures for foreign investors and establishing free 
trade zones in order to accelerate economic development improve the capital and 
technology capacity and attract more FDI. Owing to such policies, foreign investments 
have been attracted and domestic firms have been protected. The study stated that the 
role of government protection against domestic investment (PMDN) is necessary, 
so that domestic investment (PMDN) is able to absorb foreign investment (FDI) 
both technologically and in others 
Subsequently, James B. Ang (2009) also stated that foreign investment 
(PMA) has a crowding in effect on domestic investment (PMDN) in Malaysia. In 
the study, the researcher said that foreign investment (PMA) and domestic 
investment (PMDN) have a relationship of interdependence rather than 
competing. So that both will stimulate each other in growth. 
4.13.2 The Effect of Gross Domestic Regional Investment (GDRP) on 
Domestic Investment (PMDN) 
In accordance with the result of regression data from random effects model 
(REM) data, it can be seen that the effect of gross regional domestic product 
(PDRB) on domestic investment (PMDN) on the island of Sumatra is significant 
positive influence. This means that gross domestic regional product (GRDP) in 
2006 - 2015 directly influence domestic investment (PMDN). In this case, it is 
known that the gross domestic regional product (GRDP) in Sumatra Island has a 
conducive climate for domestic investment (PMDN). The success of the 
Government throughout the Province of North Sumatra in increasing the gross 
domestic regional product (GDRP) attracts investors to invest in Sumatra Island. 
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Acosta and Andres (2005) argued that GRDP can be used as a proxy of 
aggregate demand variables that are the determinants of private investment. This 
study has similar results to previous studies of Sutawijaya and Zulfahmi (2013), 
who argue that if GRDP rises, local revenues will increase, high levels of local 
income will increase community incomes, and subsequently high incomes will 
increase demand goods and services, the company's profits will increase and this 
will encourage domestic investment (PMDN). 
4.13.3 The Effect of labor on Domestic Investment (PMDN) 
Based on the regression of panel random effect model (REM) data, it can 
be seen that the influence of labor on domestic investment (PMDN) in Sumatera 
Island is positive influence but is not significant, this means that Labor force in 
2006-2015 directly influence the increase of domestic investment (PMDN) in 
Sumatra Island. Increasing the number of workers will increase the value of 
domestic investment (PMDN) in Sumatra Island. 
This study has similar results to Muhammad Zaenuddin (2009) study 
which stated that labor has a positive influence on Investment. From the results of 
the study, it is also very clear that when labor increases, then the productivity in 
an area will increase as well. The increase productivity in an area will encourage 
investors to invest. 
Hastuti, and Rusliana (2013) study, entitled Inflation Influence, Manpower 
And Exchange Rate To Investment In West Java Province also, found that labor 





4.13.4 The Effect of Inflation on Domestic Investment (PMDN) 
From the random effect model (REM), it can be seen that the influence of 
inflation on domestic investment (PMDN) in Sumatera Island is negative and 
significant influence. This means that inflation in 2006 - 2015 directly influence 
domestic investment (PMDN). In this case, the rise of inflation in Sumatera Island 
will reduce investor interest in investing. 
The result of this study has similarity with Hastuti, and Rusliana (2013) 
findings. The study found that inflation has a negative effect on investment. When 
the inflation is high, it indicates that the economy of a region is in bad condition 
so that the price of staple goods tends to rise and can reduce investor interest to 
invest. 
So, it is clear that the stability of inflation is important to domestic 
investment (PMDN). the stability of inflation can be maintained by local 
governments by sustaining the stability and smooth distribution of goods and 
services or local governments. The direct mixture in terms of subsidizing of 
production that has an impact on the economy of the region as a whole. 
 
 
 
 
 
